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INTROIUCTION

A payer by CIA/ORR on "The Economie Impact of Differential
Internaticnal Trade Controls on Communist China”, was issued on
27 December 1955. The conclusions from this earlier paper are
sumarized in Part A below. An additional consideration has been
Included on the economie effect of completely removing the special
shipping controls against Communist China as well as the previously
considered economic effect of redueing the trade control lists
against Communist Chins to the level of conirol lists applied to
the reswt of the Bloc.

The significance of individual differential list items to the

aconomy of Communist China is considered in Part B of this paper.
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Part A

The Econcmic Impact of Differential International Trade Controls on
Communist Chins

Witk some few exceptions, items of Western origin on the differential
lists sre not denied Communist China because they can be procured by
Eurcopeasn Bloc countries and transshipped to Communist China. However,
thg differential control system does increase Communist Chinese trans-
rort costs because it denies Communist China the use of Western vessels
and necessitates more costly reil shipments for the transport of goods
which are on the differentlal lists even when the majority of such
goods are of Soviet Bloc origin. It is currently estimated that the
increased procurement and transportation costs to Communist China as
a result of the differentlal trade embargo in 1955 totaled approximately
US $40 million. This estimate is based on the assumption that present
special shipping controls on commodities embargoed to Communist China
would be maintained even though the items on the CHINCOM control
lists were reduced to the same level of controls a%by cocoM
against the rest of the Bloc. It is believed that _
proposal is for the reduction of the level of the CHINCOM embargo
lists to the level of the COCCM control lists without an immediste
change in the special shipping or voyage licensing controls. However,
if the special shipping controls applied to trade with Communist

China also were reduced to the type of shipping controls currently
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applied on trade with the USSR and Eastern Europe the saving in procure-
ment and transport costs to Communist China as a result of relaxing
both the differential embargo and special shipping controls would be
over $70 million instead of the $40 million mentioned ebove. The
higher saving results from the fact that relaxing special shipping
controls against China to the type of shipping controls presently
applied to the rest of the Bloc would permit the movement in Western
ships of embargoed goods from Bloc ports to China. The saving to the
Bloc of removing differentisl controls under the alternative assumptions
concerning the special shipping controls is summarized in Table I.

Tn addition to the costs indicated in Table I, differential controls
create certain delays and difficulties to the Communist Chinese in obe
taining imports. In the case of bigh-priority goods these delays
currently do not have a significant impact, as the Chinese heve the
alternate use of shipment by rail as well as determining the ship
loading schedules. Current reports indicate no serious congestion
at the transshipment port of Gdynia, although socme low-priority goods
may be subjected to minor delays. The effect of this can not be

accurately estimated but it is thought to be minor.
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TABLE I

ESTIMATED SAVINGS TO THE SINO-SOVIET BLOC OF REMOVING DIFFERENTIAL
EMBARGO CONTROLS* = 1955

(Millions of $US)

Saving if Special Saving if Special
Shipping Controls Shipping Controls
Maintained#* slso Removed
TO CHINA
Saving in Transport Costs $ 32 $ 65
Premium Fayments Q¥ S ke
TOTAL CHIRA $ 4o $ 73
70 USSR
Saving in Transport Costs 58 85 e
70 EUROPEAN SATELLITES
Saving in Transport Costs 1 1
TOTAL $105 $165

¥ By far the largest part of the estimated costs are due to the increased costs

of transporting POL overland because of the ban on the use of Western tankers. If
it is assumed that the special shipping controls are maintained on goods embargoed
to China even though the embargo is reduced to the European Bloc level, only crude
petroleum could be transported in Western tankers. The present added cost of
trensporting crude petroleum overland is estimated at $24 million in 1955. However,
if all special shipping controls were removed, most POL products could be trans-
ported by Western tanker decreasing the cost of transport by $62 millien.

#% An alternative estimate places the costs of the CHINCOM differential embargo
at $30 million to China and $80 million to the Sino-Soviet Bloc. The variation

in estimates is due solely to a judgment as to whether USSR crude petroleum from
the Second Baku area is shipped to China via tank cars rather than tanker as
a consequence of differential controls or as a practical means of moving crude.
Soviet officials have stated that bulky cargoes should be shipped by sea wherever
possible in order to reduce rail shipment costs; consequently the additional costs
of moving crude overland to China from the Second Baku area have been included
in the above table. It is estimated that Chine will probably produce enough
domestic erude oil by the end of 1957 to employ fully available refining capacity
and this item will no longer be significant.
### See following "Note on Chinese Premium Price Payments in 1955."
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Eote on Chinese PremiumvPrice Payments in 1955

The additional cost incurred by the Chinese in 1955 due to the
payment of premium prices is estimated at $8 million. This includes
a loss of foreign exchange from premium payments for the diversion
and smuggling of controlled commodities of $5 million, and a net
premium paid to Ceylon of about $3 million.

While the price paid Ceylon for rubber in the first 5 months
of 1955 was below the world market price;, due to an increase in the
latter, Ceylon negotiated in mid=1955 for revision of prices under the
trade agreement. China guaranteed to pey & progressively varying
premium at different levels, beginning with 1 June 1955. On the
basis of this new price system, it has been estimated (by U.S. Embassy
Zolombo) that the minimum “"profit"” to Ceylon upon the completion of
the 1955 contract would totel at least $4.5 million.* With the soften-
ing of the rubber market in the fall of 1955, it is possible that this
profit might exceed $5 million. This estimated profit must be reduced
to the extent of the premium Ceylon pays to China for rice. It is
rentatively estimated that this premium may total $2 million in 1955.
Thus the net premium pald to Ceylon would smount to about $3 million.

Note on Chinese Terms of Trade with Bloe Countries

{n balance the terms of trade for the sale of Chinese goods to
other Bloec countries 1s gt least as favorable as those available in
Western markets. Individual examples can, of course, be found where
the terms of trade for the sale of Chinese goods in the Bloc were
less favorable and also more favorable than terms which might have
heen obtained in the West.

T ihe embassy estimates 17.2 million rupees or $4.5 million. However,
e more realistic exchange rate would suggest $3.6 million.
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Furihermore, Copmunist Chinese export earnings may be reduced as
a result of the operation of CHIRCOM controls.* The principal trading
paxrtner with whom this would be of some quantitative importance is
Japan. It 18 estimated thaet dwring 1955 Chinese exports to Japan could
bave been from $25-35 million greater without a significant diversion of
resources from other commitments if Japan had been permitted to export to
China goods under embargo. This continuing limitation on Communist
Chinese exporis to Japan, however, apparently resulits primarily from a
Chinese political decision to limit exports to Japan because of Japunese
adkerence to the CHINCOM control system, and is not a hecessary consequence
of that system. Therefore » this reduction of Communist Chinese export
earnings is not a direct coast imposed on China by the differential
control system, although it is in a sense an effect of thai system.
Because 1t is not a direct cost, 1t is not included in the total of
coets summarized in Table I above.

In summary, it is estimsted that in the long run, neither the
anrusal noer the aumulative cost of differential controls will signif-

leently retard the develomment of the Chinese economy .

* “The United States unilaterally prohibits the import of all goods
from Comrunist China. The loss of Chinese export earnings resulting
from United States import controls 1s estimated at approximately $60
million in 1955. Also, the U.S. limitation on the transfer of re-
mittances will result in a further loss of foreign exchange estimated
at $40 million during 1955. Mo country other than the United States
maintains such controls.
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Tndividusl Ttems on CHINCOM Differential Trade Control Lists

The individusl items on the differential control list which coasist
of items on the consolidated China Special List and on International g .-
*I and IIX, bave been reviewed utilizing the following criterion. Thiz
iten must be of strategic and economic importance to Communist China and
mees one of the two following conditions:

a. that the circumvention of the differential contrels imposes
s significant economic cost on Communist China, or |

1<) that the item while available o Communist China by trans-
shipment from the West is in short supply in the Bloe.
Ttems under IL-IT quantitative control to the USSR and Esstern Eurcope are
spsumed to meet criterion (b) above.

Not included in Annex A are the large number of differentially con-
trolled items of verying degrees of strategic and economic importance to
communist China which are currently available to Communist China either
from the rest of the Bloc or by transshipment from the Wesz. Included
in the differential control lists are spproximately one hundred items
which are of least strategic or economic importance to Comaunist Chipe
in terms of supply from the West. These {tems are listed in Annex B.
Ttems listed in eoither Amnex A or B for which the Japanese have expressed
ap interest in having removed from the control lists sre indicated by

an "X" placed in front of the number.
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DISCUSSICH OF ITRMS ON DIFFERENTIAL CONTROL LISTS WHICH ARE IMPORTANT

AND _FOR WHICH THE CIRCUMVENTION OF CONTROLS IMPOSES A SIGNIFICANT

0. CHINA
ECONOMIC COST

1. Metal Vorking Machinery

Item Ko.

1/1~2002

1/1~2003

1/1-2052

1/1-2070

I/L-207h

I/1~3011

I/1L-3012
I/1-3018

1/1-3067

I/1~3072

Description

High precision (fine) boring machines, production types
only, capable of an accuracy of 0.0005 inch {0.01l5 mm.
or better).

Horizontal combination boring, drilling, and milling
machines (horizontal boring machines ).

Planing machines, planer milling machines » and com=
bination planer and planer milling machines s with
capacity for work pieces 48 inches up to but not includ-
ing 72 inches wide.

Yorging hemwers, as follows:

ga) having a falling weight of 3 tons up to and including
tons,

(b) steam, air or mechanicel hammers of rated sizes

2.5 tons up to and including 5 tons.

Forging mechines as follows:

{a) forging machines capable of operating on bar stock
of a dismeter exceeding 3.5 inches,

(b) forging roll machinery.

Internsl cylindrical grinding machines, mechenical or
hydraulic feed, production types only.

Combined internal and external cylindrical grinding machines.

Crankshaft, crankpin and camshaft grinders, with capacity
for shafts 48 inches long or over. :

Metal cutting and working tools {not incorporating diamonds )

for machine operations as follows:
(a) broaching tools,

(v) gear cutting tools,

(e) forging roll sets.

Presses, mechanical and hydraulic with rated pressures 1000

tons or less.

o 8 -
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Commumist China hes not attempted to procure the sbove machine tools,
however, it is thought that she will attempt to procure them in the foresee-
able future. These machine tools are tools used to manufacture other
machine tools or machines. Production of these tools requires a long
lead time and Bloc procurement of these tools from the Free World on be-
helf of China is not considered feasible. It is estimated that Chinese
procurement of these tools will materially advance the Chinese industrial
economy. Commnents on each individual mechine tool are listed below:

I/1~-2002 None are known to be produced in China, and it 1s believed
that they are in short supply in the Bloc.

1/1-2003 It is recommended this item be retained in sizes of 125
mn. and sbove. The Chinese are probably producing these
machines in sizes to 110 mm.

I/1-2052 Not produced in China, and it is believed that they are
in short supply in the Bloc.

1/1-2070 Overall Bloc shortage.

I/1L-207h Overall Bloc shortage.

I/L-30ll Not produced in China. Believed to be in short supply in
the Bloc.

1/1~3012 Same as I/L-3011.

I/1-3018 Believed to be in short supply in the Bloc. Farticularly

useful in the construction and repair of small vessels
suitable for coastal transport of materials and personnel.

I/1~3067 Believed to be in short supply in the Bloe.
1/1-3072 Overall Bloc shortage, except it is believed that for

greatest strategic significance this item could be limited
to presses with rated pressures of 500 to 1,000 tons.

wn 9 -
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B Uremical and Petrolows Hguipment

R

I/ LewlRg =131 Pump {except vecuum punps and those pumps coversd
hy Ttems 3131 {&) and 1131 (¢} delivering ligulca
separately or in combipation with s0l1ds and/or
sases and haviug all fiow contact surfsces mede of
10 percent or more chromium or nickel.

[RENEEA RO Pipe valves and cocks paving all flow connact
surtaces made of 10 pergent or more shromium of
nickel .

Pransshipment from the Buropean soviet Bloe of the sbove equipreat
i4 aot thoughi practical because this equipment 1is spec ially desipned
Tep ppecille pUrpoBes. Soviet Bloc production of above equipment ig
recognized, but 1 18 consildered to be in short supply, ol inadeguate
quiality, at Iscking generally the techaol ogleal sdvances attained 10
Weshern ooutitries in recent yesrs. Availebility of noo=Bloc mode goods
[ngorpersting latest wdvances, fabricated from materials geperaliy
supericr Lo thope presently available in the Bloc, poub BQCESHI pility
try ample stocks of spere psrts, and tecunical advice, woraig marerially

wnglet Chinese secomplishment of ipdustria) objectives lo thiz ares.

b tlec wrical and Power Generating mjalprent

L vlectrical power station eguipmeat.
gL roreines above 300 HF.

Mueh of the egquipment defined by Copbf aod C-270 16 heavy and malky,
st diffiouly to trensship. 1o adeitlon, oo problem o procuring and
ingtalling such techoleal equipment lndire. tiy tromw vhe producer, through

nrn Antewmesiary, is often of sueh 8 megal Lide a8 1o bocone Lepy geticad .

-
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The domestic supply of these items is entirely inadequate in China.
Planned expansion of heavy industry is resulting in an increasing require-
mant for sueh commodities.  Although Bloc producers offer occasional export
of electricai generating equipment to non=Bloc customers, these products
are still in general short supply, espscially in some of the European
Sateliites, Despite this situvation, China is dependent currently upon
producers in the USSR and two or three of the European 3atesllites.

L. Qenerzl industrial Equipment

0306 Tinning units, electrolytic - automatic continuous.
This 1tem is not spelled out in List I but has been interpreted to

fall into the calsgory of rolling mill equipment; Electrolytic tinning
lines are very difficult to manufacture and particularly to install. There
is no electrolytic tinming line of the American type known to be installad
anywhere within the Sino-Soviet Bloc. The USSR had on order two such lines
from Davey-United, Ltd., but manufacture was stopped under the above
interpretation. Availability of item C-306 would permit the Bloc to produce
better tin piate and enable the saving of .5 to ,75 1lbs. of tin per base
box produced.

5, Chemical and Petroleum Products

T/1-3768 Crude petroleum.

1% is estimated that Communist China imported in excess of 200,000
tons of erude petrolews by rail from the USSR in 1955, If control of crude
petroleum were discontinued, China could import crude by tanker at a
saving of abcut 10 million over estimated current costs. There is no

indication that the overland movement of crude from the "Sscond Baku Area®

P R
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"¢ trina would fmmediately cease. However, by thw ead of 1957 China will

sobabiv produne suffiecisnt au 1hi iy
¥ p sufficient quantities of domestie crude orl to enploy

avatianis refining capacity and the need for Imroirtad erude oil will

Prarafors ba grﬁ?aﬁl;{r raducad.,.
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HIDTTIONAL TTENG, WAICE ALTPOUGH AVATLABLE TO COMMUNIST CHINA BY YRANS-
[ FROM T THE W"‘S‘Tn ARE IN. wEORT SU?PL“’ TN HE BLOG AS A WHOLE

Lo ietals, Minerals and Thelr Manufactures

3

G52 Copper and copper~base alloy semifinished and finished products
a8 Tulliows:

a. wire (uncovered)

b. cable [uncovered)

e, ansulased wirve (single strand conductor ) s OF 2 dmpeier

o 0,048 dneh {0.35 mm. ) or less.

It iz obvious that the cowbtrol on copper in other forms is being
defented by ordering copper in the form of wire. While intelligence
estimaiz2¢ have pot been compieted, current indications are that the
Blon fuported on the order of 65,000 tons of copper wire in 195%. Sinee
copper in all forms is in eritically short supply in Communist China,
end gince copperr is vital to the expsnsion of its military and industrial
rotential, lmports of wire and cable from the West will materially ail
the cavrying out of Communist China’s plans for development.

£-505 « Trensforuwer and choke laminations and core assemblies,
n.e.8. wade of the following materials:

(L) Nickel and nickel base alloys
{2} FElectrical steel sheet or siwrip with a core loss of

£.59 watte per 1b. (1.3 watts per kg.) or less at 10,000 geusses

end 50 cyeles per second and with a thickress of 0.02 inch

{0.5 ma. ) or less.

2 13 -
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Al vhough this dtem is pervially covered on Idst 1 as item 1633,
vhere ig »+ difference in the definition of the electrical sbeet. i{tem
C-H0% eppacifies a core loss of 59 watts per ib. or less at 10,000
gaueses, whereas item 1631 specifies a core loss of .5 watis per lb.
or legs at 15,000 gausses. Both are top grade electeical sheetls aod

Tieudt to menufacture. It e belleved that electricel sheetls

Gl uhese gualditvizs are notl now mapufaciured by any Bloo country.

@ fivhe Electronics eod bPrecision inetruments

O=500 Joniial slectrie cable of all types, n.e.s., suiltable for
the tragssdssion of frequencies of 1040 or more kilecycles per secomsd.

Ttem O-505 1 of strategic fsportence o Communigt Uhiue.  doder
the definitions of Il-1 Itewm 15259, & varie'y of "low=loss"™ types of
waple are aublert Lo embargo.

Wowewer, coaxisl cables oot coversd by Jtem 1525 innlude a mejority
b the solld-dielectrie radin=freguency catles as listed 1n our ourrent
Argy-Navy Standard List, the total produciion of whick ig very sigal-
ficant ar compared 0 the enbargoed Tlow-losa’ types.

The yrinciple applleations of gsuch casles, ag would be covered

upder Ce%0N, are radac apd allitary communiopnioRs systews, pariticulsrly

al the very ulgu freguencies and acsove.
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t in renorted that the Bloc production of all categories ol couXial
cable hee been, and continues to be, leas tian demand, with active sitempts
Lo dmport sclll contlouning.

5. Teane portation Bquipnent

CLBS0 Motor veniciss and equipment as yollows:

{4) #otor vehicles nw.e.S.

(h) Onassis, componenis, &nd paris, L.€.5.

{e%  Serviciug equipment and wmaterisgd a.e.8.

T

dmore exipte a large vehicle park ip Uhine wbich iy cowposed of 4.5
velinlen (sken over by Comaarist torces. luere sue indications thai ‘the
preator pos Slop of these veoicles that nave nof bean grrarvped or OLLeTWiss
Aegtroyed are lnoperable because of a eritival lack of spare parts.
wesearinl @iectrio copponents such as distrobuiors, regulabors and
mabterles sre nat avellable Tor these vehivies. Fuel pumps apd earbue
FaTOCE Bee Bise 10 short supply.

patimates on the pize of the Communist Chivess motor park and the
aumber of wesbern manufas iured trucks acd vehirles sre pot firm but
thers are ipdicabions that possibly as many as 10,000 vebicles of
Jaarern meoufactures could be put into service 11 spare paxla were
Yreely mvailable. Acquisitios of these parya would allow the fninese

ko regciivate these vehioles i a shori time with a relstively small

candial lovestment.
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Trods dmprecticel to embargo only spers paxrts for these vehicles,
8lso, Ciine might velcome the opportunity to purchese Western type
nesry taty 6-10 ton capacity trucks.

X this dtem were avalleble from the %West, China would probaebly
shift » pard of its procurement to the West or would try to expsnd
total precurement of mobtor vehicles to include & supply from the West.

#h15 - Other Vessels

fripension of the merchant flezet ls an important target of the
Chinese Commmnist planning in the fivesyesr perlod, 1952-=19%7. Present
plang call for expansion of the ccean~-going merchant flest by at least
400, 0 groas tons. ‘This would increase the size of the present fleet
by more than 100 percent. AL the present rate of domestic construction,
the Chipese Comminists cannot veerly meet this terget. Their only hope
is accilsitions from outside scurces. Domestic construction of large
ocean-x0ing merchant ships, excluding junks, is presently negligible.
There ig evidence of lnsufficlent capacity in merchant shipping. For
exemy:le, even though contrery to Chinese laws of cabotage, foreign
merchznt fleet vessels now transport a portion of China's domestie
congtzl trade. The use of foreign vessels is due lergely o the
Hationnlist Blockede in the FPormoso Stralts area. If the Chinese Cone
muaiuts hed more and better coastal vessels, however, it would be
possitile to clrowsvent the Elockade st least partly through the use of

other ghippipg routes sround Formose. An increase in the Chinese tanker

= 16 -
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and dry cargo fleets would reduce, therefore, the cost of certain long
haul traffic now carried on the rail system. In the past year, for
example, 1t is known that cargoes have been hauled by rail all the way
from Manchuria to South Chine and vice versa, apparently because of
insufficient domestic tonnage of suitable quality for its transport.
Although it is expected that initial acquisitions of merchant tonnage
would be used for the coastal trade, Chins would also in time build up
an ocean fleet for foreign trade. At present there is no capability in
the Chins Tleet to carry foreign trade.

2416 - Fishing vessels and hulls therefor.

3416 - Fishing vessels as specified.

Fishing vessels of the types included in 3416 and 2416 should be
closely restricted because of the obvious utility in case of hostilities.
Such tonnage acquired abroad could very easily be armed and used in case
of war. The utility of the Japanese fishing fleet in World War II is
one of the best proofs of the potential utility of a modern fleet of
such vessels. It should be noted, furthermore, that the fishing vessels
under consideration in this discussion are considerably different from
the junk type vessels now being supplied by domestic construction.

3481 - Automatic (block type) railway signal systems.

This equipment permits an increase in the capacity of railroad
lines which is far greater than would result from a similar investment

in almost any other item of railrosd equipment. The Soviet Union seems

- 17 =

S-E-C-R-E-T

Approved For Release 2000/08/23 : CIA-RDP64-00014A000100170016-7



Approved For Release 2000/08/23 : CIA-RDP64-00014A000100170016-7

to have insufficient block signal equipment for its own needs. The only
sigpals in China installed by the Conmunists to date are on the
Peiping-Tientsin line and the Trans-Mongolie line; these were imported
from the Soviet Bloc. It is not certain, however, that these signels
are automatic block.

The significance of automatic block gignals is indicated by a
Soviet book on reilroad transportation which states that the capacity
of o double-track line with telegraph communications is up to 48 peirs
¢f ireins s day; but with automatic block signeling the capacity is
inereased up to 14 pairs a day (Khachaturov, Osnovy..., P. 338). The
cost of installing sutomatic block signaling to obtain this significant
increase in capacity is small compé.red with the instellation of additional
tracks to achieve a simlilar increase.

Tt is to be noted that China's railroads are now operating at high
density, but that large increases in traffic are planned for the near
Puture. The pressure for installation of sutomatic block signals, and.
the benefits %o be derived from such installatipn will therefore increase.
h. Chemicals

3715 - Boric Acid and Borates

This commodity is currently being reviewed for possi‘bie up-grading
to IL-I because of its strategic significence. The supply in the Sino-

Soviet Bloc i1s not believed to bz adequate.
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